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Basic quistions conc^riicg th# debate ovmt wiiition 
tax credits and %3cpandsa stiid§nt aid ajia perspectives afcout the 
relationship fce^wsen collegs coats and faffllly incomt are discuss sfl. 
Ihe fundamental policy Issues ^ rather than strictly econoniio issuss^ 
art the focaq of attantion. Th^ most ol\rious challenge to €Kisting 
policy has b^en support for ths tuitici tax ciediti ihich is in 
effect a federal scholarship awaraed withoiit r#£erince to financial 
r^^d-p It is suggested that fupport for reea^basid aid is t^aiiingr ^n 
campus ae mil as in gov^rnratTit. tfith tht recognltlcn that financial 
need formulae ^rere based on arbitrary acd debatable judgneiiti aim% 
experimentation id th the compOQents of the Basic 0 ppcrtunity Gri iit 
formula to increase aid gcing to midai« and ypper income stadents^ 
and a growing sense o£ unease In the student mid coffloiunity rega^tding 
the credibility and public accept s^bllity of financial need anaLysii* 
Th^re also has bean the question of whether parints shouia he 
responsible for paying coll^g^ costs for their children in light of 
the fact that a nnmber of stndenta are claiming financial 
independence from their parents. Th^ prospect of declining 
enrollments in the 1980s posis another challenge to existing student 
aid policy t slnc% colleges will be inflntnced by the financing 
policies of sta^e and federal governntrt i- A feii predictioti^ abotat 
policy Issuis are offered- (S^) 
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thm title of this session; "Distribution of Pinanctal Aidi im Anyone 
Betlly Hurting?" appears to ask am econoniic question, suggegtiaf that dis'- 
enaaiw ot the alleged plight of middle income itudents BhoulA %m Qondycttd 
in twmm terms. Having watched the issue develop in Washingtaa over tjie 
laat ym^ and a half, however, I m conviiiced that a narrov^ ecojiPmic ap- 
proach not only rnisses the dynamics involved, but fails to aadt€Ss the im- 
pott&ftt c^halianges to student aid poliGy that have surfaced latgely as a 
result Qt the debate* consequently, although I will say a few ^ords 
abq^t tha economic questions Mised in the conferance program, I wwt to 
direct the diacussion toward the more fundamental questions that the debate 
ove^ tuition tax credits and aKpanded studeiit aid have raised. 

on a personal level, I saw the middle income issue ernerging well over 
a year and a half ago dwing my brief stiiit on the policy staff at IffiV?. 
SeGi#t4t/ Califano was picking up signals from the Hill that sentimBnt 
for pome sort of middle income aid i^as building, and ha aslced for ^ 
memo on the s\^ject. While at BrooKings, Checker Finn and 1 had inves-- 
tigated the relationship o£ college costs and fainily income for o« book 
on private highei education, and had discovered that over the L5-year 
period tfom 1961-62 to 1975-76, college costs had not risen faster tha-n 
either ntadiari family inooroe or par capita disposable incoma. rhus , my HEW 
staff sent the secretary those statistics, arguing that the '^middl^ income 
squeeze was not supported by the data, and that there weie no grounds for 
ch^ging the department "s policy of concentrating aid on low income students. 
The SacMtary^s political totannae vara far battet than ours* hwever, for 
he sent that memo (and several more like it) back ^ith the massaga that 
SCTn^thl^g had to be done at^out the mddle inawia plight, X decided then 



-2- 



that th^ issue v^as not one of simple economics, to be defused by demon-- 
atr4ting th^t "spiraling college costs'* had bean more thw matched over 
"^im^ hy **sp4raliiig f^Lly inoomest" Subsequent events have amply coti^ 
iirmed that vlev?. 

Those of youL who followed the tuition tax credit debate Jmow hov the 
debate proqeeded. First , the CoiigressiQiial Budget Office published figures 
simAlar to thoae v& had sent to Seeretar^ calif aJio, showing the rough con^ 
Sfcaiicy over time in the ratio of college costs to family indome, Th^ Cot\^ 
gressional Raseareh Service then vaighed In with evidence suggesting that? 
On ^ 4'fter^taK basis / cesllega costs had risen faster than disposable ih^ 
come- Critics, tum^ diaputea the figures on a variety of tecfinlcal 

growds having to flo with mcertalnty over the incidence by inGoine class 
of state m& local taKes* 

Hhiie these debates v/era heiiig waged in the pages cf the IjMhiftgton^ 
ggst and el^ewher^^ varioiis analysts intxoduced additional arguments into 
the debate; 

Th^ rapid growth of Basic Opportunity Grants^ it was argued, 

made It possible for colleges to allocate greater shares of q^pus- 

baaad aid to wtddle in coma students* 
— ^ A^ttention v^as drav/ii to the grov^th of "no-- need" scholar ships S(0 4 

soiircQ of aid for higher inooine students* 
— The curnbeisome phrase "sibling overlap" was used to explain tHat 

mmy families cijrrently have tw^o or more yoimgsters in college ^ 

but that the nujtoe^ of such fsmilies, with the attendant fiiiancial 

burdens ^ v^ill diop shasply in the 1980's* 

Still others argued that the issue is largely psychological, 
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reflacting a growing hostility of an inflation-battered middle 
cliise toward handouto to the poor. The Basic Grant schedule, foj: 
example ^ was Bmn as pehali^inq those parents who save, while re^ 
warding those who do not (or cannot) , 

It was also noted that f^ily incomes today are comprised muGh more 

than in the past of salaries from two earners, therefore depriving 

families of the ability to add a second income during the high 

outlay collega years. 
— Sonie analysts belLeve that families are less willing now than in 

the past to sadrifica for college since the financial payoff to the 

degree is less certain* 
~ And, the high rate of inflation is blamed by soine for iindenninlng 

the ability of families to save for eollege costs, as rapid price 

incraases erode tha wlua of eavings. 
I believe there to a measure of truth in each of these arguinents^ 
particularly those that stress the psychological factors. On strictly eco- 
nomic grounds, I would argue that the bulk of evidence suggests that the 
"itiiddle income plight" has been muoh exaggerated, particularly when it is 
asserted that the bu^deri of paying for college now is much greater for the 
typical family toan it was 10 or 20 years ago. It is also true, however/ 
that the data are iniparfect Mid there are serious problems in trying to 
m^e accurate or mawingful camparisons of this type over time, And, of 
course, the "typical" or '•average'' fmily nowhete exists. 

Having said that, however |. I believe it would be a mistake to ooncen- 
ttata solely on ever^more refined attempts at measuremant , treating the 
issue as narrowly acQAomic, Instead, tha evanta of the last year have 
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deirtonstrated vividly how uncertain ara the prinoiples on which student aid 
policy is founded, I would turn your attention in the remainder of this 
talk to several fundamental policy issues that must be decided if student 
aid is to be placed on a secure and pemanent footing. 

The most obvious challenge to eJcistliig policy came In the wave of 
support for the tuition tax credit^ which is in effect a federal 
scholarship awarded without reference to financial need. Even the Carter 
adminlstracloriU hastily^prepared counter-proposal for increased student 
aid broke with the need-abased principle^ for in its earliest forms it 
called for flat $250 grMts to all students with family incomei from 
$16,000 to $25^000. ^though the education subcommittees of the House and 
Sanat^ revamped the adminiatration proposal to link grant size to family 
Income J this episode makes it clear that political support for limiting 
student aid to the most needy in essence, a policy of redistributing 
tncome — has sharply diminished. Reports that a growins mumber of colleges 
are using financial aid to recruit middle and upper income students, disre- 
garaing th^ computations of financial need analysis, sugsests that support 
for need^based aid is wantng on c^pus as well as in government. 

It is possible to put another interpretation on these events, how- 
sver. The rallying cry for the tax credit was the alleged inability of 
middle and upper income families to meet rapidly ristag noUege costs 
ssaentially a claim that financial need aiialysis computations are either 
faulty or too niggardly. Tliie a^Eumant had two rasults. First, it gave rii^ 
-^as we have seen— to a largely inconclusive attempt to cOTipare the current 
burden of college eosts on median income families with the comparable bur- 
den of a aecade past. Seaond, ^d more importantly , the spotlight was 



turned on the assujngtions and details of both the federal and private 
naads analyiis systems • what had hitherto been loiown by a few was now 
abundantly clear to ttany— that these financial need formulas, rather than 
being "sGlentiflc'' and beyond critidLsin, were fraught with necessarily ar- 
bittary ajid debatable judgmenti* The treatment of assets, the amount of 
incoxne required for necesaities a^d how that varies with family size, 
the percentage of income available for CQllege costs after the mlnimuin 
level has been met? the amount of student self-help that can be expected— 
deaislonB about these and other features of need analysis are inherently 
judginent calls ovmx v/hich reasonable people can differ, ^ In fact, tha 
federal and private sys tarns do differ in signific^t waySf with the federal 
formula until recsntly being the ino^e stringent, 

Wia upshot of this discovery has been a rush of CongressiQiial 
tinkering with the components of tha Basic Opportunity Grant formula to in- 
crease aid going to middle and upper income students, and a growing sense 
of unease In the sttident aid comniuntt/ regarding the credibility and public 
aeceptabtiity of ftnsuiclal need analysis. In a paper prepared for a eon- 
ferenee on atudent aid policy held tlits simmer at the Aspen Institute * 
Arthur S. Marmaduktj Director of the California Student Md Cominission, 
argued that a critical need extsta for a politically legitimate forum in which 
baaic policy questions such as the followtng can be decided i 

*^Who ahould decide what a parent can pay for a .dependent 
student? 

•^^Vho aliould declda what pelf-help eKpeetatlons thare are for 
dspendent students? 

^^tfho ihould decida what Independent students can pay? 

--Who sjipuld decide who is aelf-iupporting? 
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— ^Who should decide what are the approprlaCe casts o£ aducatlon 
to be Included In student budgets? 

As long as such basic quescions as these are at Issue, the country's mixed 

system of student aid, public tod pflvate, wtll not be on a stable ' 

footing, 

John Sllber, President of Boston University, has presented a second 
challenge to existing finance policy with his Tuition Advailce Fimd proposal. 
Writing in the July 1978 Atlanti c Monthly , he states! 

"In order to achieve authentic educational opportunity, we must 
InCroduce the old-fashiotied American principle that the person who 
receives the benefit is the one who ought to pay for it." 

"The Tuition Advance Fund offers precisely that solution by gently 
but firmly transferring the burden of financing higher education from 
the backs of the parants to the shoulders of the student." 

In these two brief sentences, Sllber has not only managed to call into 
question, by Implication, the existence of social benefits to higher education - 
the naln rationale for public subsidy — but more Importantly, he has stated 
that parents should no longer hear the responsibility for paying college costs 
for thair children. It is the gecond point that poaaa the newer, and more 
perplexing, policy question. If parents are not asaumad responsible for 
college costs, then student aid can no longer be based on family income, 
indeed, the number of students claiming financial independence from their 
familiea has bean growing rapidly, posing dlfiioult problems for those who 
must assess such claims in deteanining financial need. If the issue of 
parental responsibility remtlns in flux, as seems likely, it will be diffi- 
cult, if not impossible, to fashion public policies that treat students and 
families equitably. 
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Many families, for example, will cpntlnue to accept financial responsi- 
bility for college costs Mgardless of the drlfc of public oplalon. For this 
reason — and because any wholesale abflndonnent of a claim on parents' resources 
would be enormously costly to the public — it is unlikely that Sllber's 
vision of a nation of financially Independent college freshaen will materialize. 
Nonethelasa, many students do not receive the money from parents that financial 
need analysis says they should. 

How is public policy to treat such students? Should the fact that the 
parents ' actual contribution is less than r pectad be ignored on the grounds that 
the . expected contflbution, as calculated, is a private responsibility, whether 
met or not? Or should the parents' contribution be accepted for what it Is — an 
optional, yneiiforceable paynanfc— with public subsidies tailored to the 
actual resources that a student has? The second approach, although appealing. 
Is unacceptable for public policy, since an optional parental contribution would 
contradict both the logic and purpose of a system that bases subsidies on 
family income. The result, however, will be inequitable treatment of students, 
brought about by the unwillingness of some parents to make the expected 
eontrlbutlQn. 

The prospect of declining enrollnents in the 1980s poses yet another 
challenge to existing student aid policy, for the fate of many institutions 
mostly private - will be heavily influenced by the financins policies of state 
and federal governments. If large numbers of small, private colleges are not 
to close, wayi must be found to stabilize or narrow the tuition gap between 
public and private campuses. Many auggestions have been advanced, butt the pro- 
posals Involving student aid boil down to a choice between two basic approaches: 
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Cl),a high budget option, with sharply increased public subsidies to students 
attending high cost Inatitutlons, and (2), a low budget option that seeks to 
redirect state aid away from Institutions and Into need-^baaed student aid, 
causing publie tuitions to rise and limiting subsidies to low Income students. 
The firtft approach would make the private sector financially more like the 
public^ while the second would make the public sector more like the private; 
both will face strong opposition. 

It is not yet , cleat what actions state governments will take if enroll-- 
ments decline sharply, nor is it clear whether the federal govartiment will play 
an active role in trying to influence the outcome of what could be a decade or 
more of retrenchment. What is clear Is that student aid will be central to any 
strategy adopted by the states or federal government, with the prospect of 
yet more change for these programs* 

i do not taow how these basic policy issues will be 3fesolved. Ques- 
tions as aentral as those raised by tethur MarmaduKe would seem to call for 
a quasi-^public conmiission to serve as a forumi SOTie may be addressed as part 
of a forthcosning reauthorization of faderal student aid programs , while 
still others will be resolved through the steady accretion of polltlGal de-^ 
oisions and bureaucratic regulations. X will close ^ however, with a few 
predictions. 

Firsts federal control over the need-abased grant system seems likely 
to eKpand, throwing into doubt the continued e^stence of the private needs- 
analysis services in their current torm* pressiires of accountabll-ity and 
the need to rationslige procedures governing this multi--billion dollar 
operation will increase the tensions of maintaining separate private ana 
pi^llc services # a single systein for determining financial need seems 
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inaviti^le, ContMi ovar the polieies govaming the distribution of 
grant aid will shift decisively from prll^ate to pi^lic hands. 

This shift Lxi eontrol will affect the institutions as well, parti eulat 
ly if the aampus^baHed aid programs are continuad. With a imiform proced- 
ure for deteamining student fin^cial need, institutions that flagrantly 
disregard the fomula in dispensing their own aid funds will be threatened 
with the loss of federal campus-basad support* 

Turning from grants to loMS, there is little doubt that borrowing 
will GOntinua to play an important role in undergraduata finance , although 
precisely in what form is hard to say. The Tuition Advarice Fund will go 
^e way of its preaadessors , the Educational Opportunity Bank and the 
National student Loan Bank. Although these income-contingant loaii plans 
have m^y appealing features^ they have not fared well politically. It 
is far too easy for oritics to conjure up visions of yowg graduates stag- 
gering under the weight of massive dabtj. leading either to poverty, de^ 
faulty or bankruptcy. 

More conventional loans will continue as financial mainstays, but 
with seme resolution of the long-standing debate over the need for two 
programs— Nationai Direct Student Loans (NDSL) and GuarMteed Studerit 
Loans (GSL) . The failure of GSL to anaura loan availability for all 
eligible students, even after 13 years of operation, sharply rising sub- 
sidies, md the araation of a secondary marJcet to increase liquidity, 
suggests that this program, rather than NDSL, may come under fire in the 
near future. Or, it may be converted into a parents' loan program, a 
change that has smm support within HEW. 

Finally, what of the future of private colleges, and the potential 
Ghmges in Student aid that might help them weather the turbulent 1980 's? 
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ft, coherent approach "that attempted to cQCrect the worst Imperfections in 
th^ warlcet for hlfhes education services would require aii active federal 
st^d€, in older to break down the priGfi barriers that restrict etuderits in 
th^ir choice o£ Gattipusas, Not oaXy would the gap between public and pri- 
V^^te eoLlege charges need to be Mducedi but also that between in-state and 
put^of^state tuitiMs within the public sector. Were these artificiaL 
pMCs diffecences brought wore iJito line with the actual cost of educa- 
tiQn^l services in the various campuses ^ one wuld have some reason to 
aQCppt the marjcet verdict on the fate of institutions. An analysis of 
how the fedearal gova^rmeiit could encourage moie rational pricing through 
ii\o#j%tives built into student aid is presented in our book* Public P olioy 
g y ivate Hi gher , Educatign , but a realistic appraisal of the likelihood 

of Inteatioaal faderal intervention into college pricljig policiee vould have 
to put the odds against at roughly 10 tc 1, Thus i the debate over student 
aid policy that haa been conducted under the code i7ords of "access" and ^^ehoice" 
im llk&l;y to eonciutie vithouc dramatic resolution, Tinkeririg, not fundamental 
eh^ngej ylll be th% arder of the day* 

Thaae icata at forecasting the future of undergraduate ftnaaee should be 
taKeii lightly, for events will almost certainly blunt their accuracy^. Of far great 
tftp©rtaiice ia the uead to tethltil the ptirposes prlnciplei underlying 
atadtfit aid flow, before the ecoricmic crtinich facing higher education in the 
19$0a kills the cbanee Co fflake reasoned — as opposed to desperacal^ ad hoc — 
policy GhPices, 
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